$BC Communications Inc.— Consolidated Balance Sheets

December 31 1994 1995 1996
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“The trusts contain assets of $1,030 in principal amount of the Subordinated Debentures of Pacific Telesis Group.
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SBC Communications Inc.—Consolidated Statements of Cash Flows

1994 1995

e ——

Unaudited

Operating Activitie Dolfars in millions,




$BC Communications inc. — Consolidated Statements of income

Three Months Ended 1998 o 1996
Unaudited 3/31/95 6/30/95 9/30/95 12731795 3/31/96 6/30/96 9/30/96 12/31/96

Dollars in Millions except per share amounts

Jperating Revenues

i W

“tarmings Before Interest, Taxes, Depreciation and Amortization



SEC Lommumcahons Inc.—Consolidated Statements of income

Three Months Ended
B 3/31/97 313119 % Change

Unaudited

Uperating Revenues

Total operating revenues $‘5,§§§ ‘ $5574 '7.5%

! pearat*ng E,«pemes

“karnings Befare Interest, Taxes, Depreciation and Amortization
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LEL Comrmarn cations tre - Consolhdaten Batance Sheets

lﬁ udited i o 3/31/97 12/31/96
: — — —_— -
el Dollars in millions except per share amounts

Current Assets

Other current assets 367 452
Total current assets 6,621 6,271

Property, Plantand Equipment -atcost e SR 61,786
Less: Accumulated '&ebreciatierr and amortization 36,317 35,706
Property, Plant and Equipment - Net 26,390 26,080
Intangible Assets - Net of Accumulated Amortization of $639and $611 386 3589
vesmentsnEquiy AfVres e 1964
Otha Ry 608 e

Total Assets $40,020 $39,485

A0 e el et ey bya

U oS e

Debt maturingwithinoneyear 53169 $ 2335
Accountspayableandaccruedhabllmes ................................................. sees 6564
on: pa yable .................................................................................................................... oo o
Total current liabilities 9,241 9,312
Long-Term Debt 11,170 10,930

Deferred Credlts and Other Noncurrent Liabilities

Other noncurrent liabifities ' 1,725

Total deferred credrts and other noncurrent liabilities 8,455 8,602

)

)

)

Treasury shares (at cost} (1,040) (985)
Total shareowners' equity 10,154 9,641
Total Liabilities and Shareowners’ Equity $40,020 $39,485

“The Trusts contain assets of 51,030 in principal amount of the subordinated debentures of Pacific Telew. . Group.



BC Communications inc.—Consolidated Statements of Cash Fiow

Hollars in millions, increase (decrease) in cash equivalents Three Months Ended

Unaudited 3/31/9 3131196
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ceuthwestern Bell Telephone Company—Consolidated Statements of income

Unaudited

guerating Revenues

Paramgs Before rerest Taxes, Deoreciation and Amart.catio



seuthwesters Beil Telephone Compan, -Baance Sheet

' 1996
[)e(ember 3 ) 19%4 1995 i

Prepﬂksewmesand other cumment assets 87 81 189
Total qurent assets 1,886 1,939 2179
Property, Plant and Equipment - Net 15,736 11,127 11,759
Other Assets 167 76 30
Total Assets $17,789 $13,142 513,968

Debt maturing withinoneyear .5 660 $ 10 $
Accounts payable and accrued fabliies 280 290 2517
Total current habilies T 3,100 3,040 3438
Lohg-Term Debt $ 4,268 $ 4217 $ 4,265

slurrad r o0 and GINer NonG i ent L oalks

DT OO XS e W2 4 o) 209,
Postemployment benefitobligaton 2632 2657 246
Unamortized investmenttaxcredits % 8 255
ot L o g B
Total deferred credits and other noncutrent liabilities 5,007 3,217 3379
Tetuwie s LTy
Common stock one share,noparvalue) 1 L !
Paldinsurplus | | S S 4838 ................ 3,687
Reinedeamingsdefict) i)
Yol hers ety e LB 2,663 ............. 2,886
Total Liabilities and Shareowners’ Equity $17,789 $13,142 $13,968
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Lutheepstes s Bell Telephone Cormnparn, ~Consolidated Staterne 1o of Tasrn o

1994 1995 1996

Dollars in millions, increase (de(rease) in cash and cash equivalents

Total adjustments ‘ 1,704 4,464 1,897

Net Cash Provided by Operating Activities 2,776 2,765 3,266
L R A R

bkttt bdiniin sk iathea stk S asse) . a7sa) (2,305)

Net Cash Used in Investing Activities (1,656) (1,734) (2,305)
P T e RS

Net change in short -term borrowmgs with original maturities of three months or less 173 6 L)

Net Cash Used in Financing Activities a2 (1,034)

{935)
Net increase (decrease) in cash and cash equivalents 8 3 26
Cash and cash equivalents beginning of year 38 46 43
Cash and Cash Equivalents End of Year $ 46 $ 43 $ 69
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sguthwestern Bell Telephone Company — Statements of tncome:
1996 e
6/30/96 9/30/96  12i31/96

Thiee Months Fnded

25195 3/31/96

Unauditen

Dollars ir Miiions

ainiegs Before tnterest faxes. Depreciation and Amortizatior



Facific Bell—-Consolidated Statements of Income

Lnaudited 1994 1995 1‘)79?

Lperating Revenues Dollars in milliens

iperating brpenses

farnings Before tricrest Taxes, Depreciation and Amortization

©
b
[l
=




tacific Bell--Balance Sheet

{(Unaudited) December 31 ] - 1994 1995 1_996
20—
Cashandcashequivalents $..8 8. 8 3 B
Accounts receivable - net of allowances for uncollectibles o $132,$131,and $161 w2 IS8 213,
PIEQAIOENSES e 18 % e
DEREACNGES e e W N 4
Deferred INCOMETBXeES e W 21 9.
Othercurrentassets 80 69 37
Total current assets 2491 2,282 2,429
Property, Plant and Equipment ~ Net 15,864 11,080 11,673
Other Assets 1,015 215 547
Total Assets $ 19370 $ 13,577 $ 14,649
AUt ard Lrareowners Bgas

Current abliies

Debt mé(ﬁﬁ.g e, j}éér ..................................................................................... s . $
P payable o 2946 .......... 2,660 .......... 2546
Total current liabilities 3,201 3,441 2,833
Long-Term Debt 4,752 4,608 5,364

clerped et ard Bher Nonu e nt ool bities
Deferredincome taxes | 2315 T A
Postemploymentbeneﬂt obhganon .......................................................................................................... s e 671
Unamomzed mvestment taxcredlts ............................................................................................................ aoa S 26
Ot P 1'725 .................... 1,418 .................. 1'142
Total deferred credits and other noncurrent liabilities 5193 2417 2,525
R OEAE S PR
ommon stock

Pai

Retained earnings (deficit) (2,398)
Total shareowners’ equity 6,224 3,927
Total Liabilities and Shareowners’ Equity $ 19,370 $ 13,577 $ 14,649
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Faerfic Bell and Subsidiavies ~ Statements ot Income

Three Months Ended

1995

1996

Unaudited 3/31/95

6/30/95

9/30/95

12131495

Poasra g Reveiags

33119

6/30/96

9/30/96  12/31/9

Doliars in Millions

localservice ~ 89 5

Network access:

s et
s et
Diectoryadvertiing 22
Dreconyaveteng 2

29
130

13

B4

w7

2

131

Total operating revenues 2,212

2,187

2,229

2,234

2,327

Operating Expenses

Costofservicesandproducts 910
Selling, general and administrative 372

391

L

448

LI

410

o

388”””

EBITDA* 930

954

969

901

1,060

988 999

Depreciation and amortization 460

460

462

449

455

459 459

Total operating expenses 1,742

1,693

1,722

1,782

1,722

1,735

1,785 1,900

Operating Income 470

494

507

452

605

630

529 540

Otherincome (Expense)

meesopense e e

Other income (exbén.ée')“— net . ' 20

8

16

L)

®
(21)

.

3

(94)

o

BT

Income Before Income Taxes and Cumulative
Effect of Accounting Change 382

393

414

348

520

533

438 454

Income taxes 136

150

156

126

212

219

176 168

Income Before Cumulative Effect of Accounting Change 246

243

258

222

308

314

262 286

Cumulative Effect of Accounting Change, net of tax —

(3.360)

85

Net Income $ 246

$ 243

$ (3,102)

$ 222

$ 393

$ 314

$ 262 $ 286

carnings Before [nterest, Taxes, Depreciation and Amortization
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SBC Wireless Portfolio
Quarterly Operating & Financia: Information

Wireless MSAS/RSAs




Py o veiess Fortfoba

1992 - 1993 1994 1995 1996

3,795,434

South Affica MTN 0.4% - 08%

Other Wiretess Customers refers to customers gained through marketing alliance with GTE in Houston and Austin markets

Note in 2997 SBC mergec its SFR interest into Cegetel with SB( abtaining 15% interest :n the new comp:any

P AGE 08



artiriy dperating ininrmatier and Mrhey Frnancial informal oo

Dollars in millions unless otherwise noted 1995 i ] 19% 1‘)97
10 20 3Q 4Q Q 20 3Q 4Q 0

SBC Communications
Rewm o wmma Average

Southwastem Bell
Total Access Linies (000)

Total Wireless Customers

Incumbent Celiuhr POPs (000)

Incumbent Ceflular Penetration

“her Wireless Customers refers to customers gained through marketing ailiance with CTE in Houston 41d Austin markets.

POPs covered

P AGE 0 g



SROC Communications inc.—Wireless Properties

. N 7
Metrapolitan Service Areas Marct 19‘37”

Market Percent Owned » . o 1990 POPs Coverage Area {sq. milesﬁ‘,r

P'(r)Ps“in'Servriicie*r

SHfective POPS

tincluded in Dallas k. Worth coverage
FHncluded in Washinaton 0.0, coverage.

stincluded in Chicago coverage



SBC Commurications Inc.—Wireless Properties
December

Rural Service Areas
Market Percent Owned 1990 POPS Coverage Area (sg. miles)

suthwestern Bell Mobiie Systemns (TDMA;

g L gt gL it

"‘[3;91“
e

T ? Gl g

i
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s BC GROWTH PROF
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ADSL: A developing technology
that will allow wireline service
providers to offer high-speed
digital service over existing copper

facilities.

Access Tharges Fees paid by
long distance carriers to local
telephone companics for use of
local facilities to originate or

terminate calls.

Acc

e Local loop
telephone lines providing
telephone service o individual

residences and businesses.

Access Mir Lo

4 Jse The
units of time used as the basis for
determining the billing for the
interconnection berween the long-
distance network and the local
loops in interstate and intrastate

long-distance calls.

Access et =1 The process by
which access charges will be
restructured to better reflect the
cost of providing entry to locul
network facilities. This process will
involve removing implicit subsidies
and restructuring cost recovery

mechanisms.

Additiona Line Revenue:
Revenue derived primarily from

additional residential access lines.

Additiona: e Access lines in
addition to a primary lines sold to
homes to meet increased demand

tor vaice, data, and video products

and services.

PAGE ' 1 4

Ak inrcec intellie 1t Neteord

A An advaneed elephone
network architecture that permits
advanced services without
rewriting the software of i central

oftice switch.

S buesantor Frodge e, A
program that uses volunecer SBC
non-sales management employees
to build songer relationships with

medium-sized business customers.

AR R T T oferr Wand
+ e High-bandwidth. low-
delay packer switching and
multiplexing technique used o
deliver rraffic at varving rates,
permitting 1 mix of voice, data,

and video.

Aerage

arge k
of the RBOCs plus GTE.

5 Average

1l ni

i E AR Building Distribution
Svstems and Focal Area Network
services providing business and
government with data and voice
mntegrated technologies ona
customized. contractual basts,
icluding consulting, design,

administration and maintenance.

bt Transmission
facilities having a bandwidth
greacer than 20 Khz capable of
carrving large volumes of voice,
video, and daca channels

simultancously.

~0E Compound annual

5:{‘0\Wh rate.

{ aliNotes: An efficient message
service enabling customers to
retrieve messages without an

answering machine.
£

caller 2 A flagship product that
allows customers ro see a callery
name and number before

answering, the call.

s

Cash Uiperating Expreoe
Operating expenses that exclude

depreciation and amortization.

MA Code Dhvisue il
Accessi A digital wireless
transmission technology that
carries packets of encoded digital
data by broadeasting over all
available channels. At the receiving
end, data are recombined hy
selecting messages encoded

for a specific receiver.

Catlular Dne: SBCs wireless
subsidiary thar operates in
Baldmore, Boston, Chicago,
upper New York State and the

Washingron D.C. markets.

i_hurt The percentage of
customers discontinuing service
during a month compared to

the average customer hase during

the period.

L LASS services: Second
generation enhanced network
services based on COS7
technology, including Call Return,
Call Blocker, Auto Redial, Call

Trace and Priorigy Call.
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CLEC: Competitive Local
Exchange Carrier providing
switched local service such

as dial tone.

Cost of Capital: SBC’s
weighted cost of its respective
debrt and equity capital. Each
SBC subsidiary has a unique
and identifiable cost of capital
appropriate for its business

and financial risks.

Dilution: The effect on earnings
per share from those SBC
investments that are in the early
stages of development and have

not yet become income positive.

Discounted Cash Flow: SBC’s
use of generally accepted present
value cash flow techniques in
evaluating investment alternatives,
including capital budgeting issues,
M & A candidates, ongoing

operations, €fc.

EBITDA: Earnings before
interest, taxes, depreciation

and amortization.

EBITDA Interest Coverage:
EBITDA divided by total

interest expense.

E-mail: Electronic mail messages
sent between computers via an
Internet address. Many observers
believe c-mail is the primary driver

in the growth of the Internet.

Five-State Region: Operations
in Arkansas, Kansas, Missouri,

Nevada, Oklahoma and Texas.

Frame Relay: A connection-
oriented high-speed data transport
service that facilitates the exchange

of data through predefined paths.

Free Cash Flow: The excess cash
that is generated from a business.
Cash from operations less con-

struction and capiral expenditures.

Fuli Service Providers:
Telecommunications providers
that offer a full array of products
including local, long distance,

wireless and Internet services.

GSM (Global Systems for
Mebile Communications): Time
Division Multiple Access (TDMA)
technology based upon European
standards. GSM is now being
incorporated into multiple access

standards in the United States.

ILE C: Incumbent Local

Exchange Company.

Interconnection: An efficient
network connection that transfers
calls between a Local Exchange
Company and a competitive

network.

Internet Access: A service that
provides a gateway to the Internet

tor the user.

InterL ATA: [nterLATA calls are
long-distance calls that originate
in one LATA and terminate

in another. With the
Telecommunications Act of 1996,
RBOCs must satisty certain
criteria to be able to provide

interLATA long-distance service.

Interstate Access:
Interconnection of local networks
with long-distance networks to
originate and terminate state-to-
state long-distance calls. Local
exchange carriers charge long-
distance carriers for originating,
and terminating access to the

local networks.

Intral ATA: Intral ATA calls are
long-distance calls that originate
and terminate in one L.ATA.

In SBC’s seven-state region,
Southwestern Bell, Pacific Bell,
and Nevada Bell retain “1+"
dialing priority until the company

is granted interLATA freedom.

intranet: An internal Internet
used for communications within

a business.

intrastate Access:
Interconnection of local networks
with long-distance networks

to originate and terminate long-
distance calls within a stare. Local
exchange carriers charge long-
distance carriers for originating
and terminating access to the

local networks.

ISDN: Integrated Services Digital
Network, a high-speed network
that enables simultaneous trans-
mission of data, graphics, video
and voice over a single telephone
line. ISDN comes in 144,000 BPS
for the desktop or 1.544 Kbps for
telephone switches, computer and

voice processing systems.

PAGE 11
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ISDN Turbo Access: A packaged
service for ISDN providing a
terminal adapter for ISDN, inside

wiring, and product installation.

1S54 Interim Standard 54, a
TDMA wireless technolagy that
converts the traffic channel or

voice channel to digital.

15136: Interim Standard 136,

the next evolution of TDMA
technology that converts the voice
channel as well as the control
channel to digital. The conversion
of the control channel o digital
enables the provider to offer
enhanced services such as Caller
ID and a message waiting
indication. 1§136 also introduces
a new voice coder that provides

for enhanced voice quality.

IXCs: Interexchange carriers such

as AT&T, Sprint and MCL

LATA: Local Access Transport Areas
are geographic sectors established in
1984 by the FCC for the admin-
istration of long-distance telephone
service provided by the RBOC:s

and the interexchange carriers.

Loop: Wires that run from
the central office to a customer’s

location.

MDU: Muld-Dwelling Unit,
an apartment complex with

multiple tenants.

PAGE 1168

Metropolitan Service Area
(MSAY): Southwestern Bell Mobile
Systems provides cellular service in
34 metropolitan service areas
nationwide. These areas are
geographically related to but not
precisely marched with U.S. Census

Bureau metropolitan statistical arcas.

MTS: Message Toll Service, i.c.,
intral. ATA long-distance service
provided by an RBOC such

as SBC.

National Account Sales Team:
SBCs sales force thar is direcred
to selling and servicing large

business customers.

Nevada Bell: SBC’s local exchange

company that operates in Nevada.

Number Portability: The ability
for a customer to change carriers
while retaining the same telephone

number.

OCP: Optional calling plans
offering discounted or block-of-
time packages for intral ATA

long distance.

'+ Saver Direct: A part of OCP
which enables customers to save
money on one-plus, direce-diated

calls made within the region.

Operating Cash Flow: Earnings
before interest, taxes, depreciation

and amortization.

Pacific Bell: SBC’s local exchange

company that operates in California.

Packaged Services: —
Communications services that
are offered to customers in a

grouped or “bundled” format

for their convenience.

Fayout ratio: That portion

of carnings paid out as dividends.
SBC’s goal is to reduce its payout
ratio to the low 40 percent range
while providing year-over-year

dividend increases.

PLS: Personal Communications
Services, a digital wireless service
that operates at the 1900

megahertz level.

Penetration Rate: Percentage
of customers subscribing to a
service as compared to the total

customer base.

Phone in a Box: Wireless phones
that are purchased “off the shelf,”

typically in retail stores, that allow
the buyer to make one phone call

to immediately activate the service.

POP: Point of Presence where an
interexchange carrier werminates
long distance lines prior to connect-
ing to the local exchange company’s

lines or directly to a customer.

POPs: A term used in the wireless
industry to describe customers
or potential customers, usually

expressed as a unit of population.

Prepaid Calling Card<
Promotional cards sold primarily
as a coin phone alternative to coins
or credit cards or for gifts and

as a deterrent to credit card fraud.
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Prepaid Wireless: A method by
which wireless customers can use
a prepaid calling card 1o buy desig-
nated blocks of network time and

thus avoid normal credit reviews.

Presubscription A choeice by
subscribers of a carrier for either
long distance or in the future,
local service that does not require

dialing a multdiple digit access code.

Pretax Interest Coverage:
Pretax income plus interest
expensc, divided by interest

expense.

Privatization: An offer by a
government to sell all or part
of the assets or equity of an
operating telecommunications
company to a group of local

and/or foreign partners.

PTT (Post, Telephone and
Telegraph!: A state-owned

and operated provider of
telecommunications services such

as British Telecom in the UK.

Regional Bell Operating
Company {RBOC): One of the
seven holding companies created in
1984 when AT&T divested itself

of its local telephone companies.

Resale: Reuse of Local Exchange
Carrier services charged at retail
rates, less avoided costs, without
the need to build out redundant

facilities.

Residential Primary Line:
The first and principal access

line serving a residential cuscomer.

RF Fingerprinting: A technology
that identifies the unique signal
frequency patterns or “Radio
Fingerprint” of each cellular phone
in order to validate customers
attemnpting  place calls. Because
cach Radio Fingerprint is unique,
an illegal phone will automatically

be denied.

Ri-ral Service Area (RSA): A
group of counties as defined by the
FCC denoting an authorized area
for the construction and licensing
of cellular service in rural areas.
Southwestern Bell Mobile Systems
provides cellular service in 27 rural

service areas nationwide.

SBC: SBC Communications, used
to refer to the results of the entire

seven-state region.
&

Southwestern Beil Mobile
Sustems (SBMS): Wireless

operations in the five-state region.

Saven-State Region: Business
operations in Arkansas, California,
Kansas, Missouri, Nevada,

Oklahoma, and Texas.

Shareowner Value: The
principles applied by SBC
management to optimize share-
owner returns by identifying the
key value drivers of the business
and managing these to derive
the maximum cconomic value.
Shareowner value is created
when the economic value

of an investment exceeds its

cost of capital.

Smart Moves: A one-stop
package of telephone, wircless and

video/entertainment services.

SONET: Synchronous Optical
NETwork is a optical interface
standard that allows interworking
of transmission products from

multiple vendors.

Southwestern Bell (SWB): The
local relephone service and wireless

operations in the five-state region

Southwestern Bell
Telephone (SWBT): The local
telephone service operations in

the five-state region.

Special Access: Also known
as dedicated access these lines
are used solely to connect a
customer’s premise to an

interexchange carrier.

SW8B: Southwestern Bell, the
brand name used by SBC within
the five-state operating region
of Arkansas, Kansas, Oklahoma,

Missouri and "Texas.

SWBYP: Southwestern Bell Yellow
Pages, SBC's directory subsidiary

within the five states.

TDMA (Time Division
Multiple Access): A digiral
wireless transmission technology
which carries digital messages
simultaneously over dynamically
allocared time slots by breaking

the transmission signal into defined

increments of time. At the receiving, o

end, the time slots are recombined

to complete the message.

PAGE 117




s BC GROWTH PROF

L

E 183897

Telecommunications Act

of 1996: The first sweeping federal
communications legislation since
1934, the law creates the paths

for SBC and the other RBOCs

to enter interLATA long distance
and other businesses closed to
them since the 1984 divestiture
from AT&T and paves the way
for opening the local telephone

network to competition.

Telmex: Telefonos de Mexico,
one of the world’s fastest growing
telephone companies. SBC
Communications, along with
consortium partners Grupo Carso
of Mexico and France Telecom,

holds controlling interest in Telmex.

Toll: IncralATA long-distance
or those calls within a LATA that

are not considered to be local calls.

TRI: SBC'’s Technology Research
Institute (TRI) provides technical
consulting for all of SBC’s
domestic and international

operations.

271 Application: The
application that must be
submitted to the FCC and
approved before an RBOC may
enter the long distance market.
The application entails meeting
the requirements of a 14-point
checklist as prescribed by

the FCC.

PAGE 118

Unbundling: Allows competitors
to selectively gain access at
cost-based rates ro LEC wires
from central offices to customer
premises not located on a

competitors network.

Urwversal Service: A public
policy initiative to ensure that
telecommunications service is
available to all houscholds,

even in high-cost arcas.

Uriversal Service Fund: Funds
set up at the state and federal
levels for the purpose of providing

service in high-cost areas.

Vertical Services Revenue:
Local service revenue that is
incremental to selling basic
telephone lines. Vertical services
are the value-added options that
SBC markets and customers
choose to purchase in order to

enhance their telephone service.

Videoconferercing:
Simultaneous transmission of

a video and audio signal between
two or more locations, allowing
“face-to-face” meetings to occur
without the need for travel.
WDM: Wave Division Muldi-
plcxing, an important emerging
technology that may expand the
capacity of SBC’s fiber network.
Wireless Services Margir:
Total wireless EBITDA divided

by wireless service revenue.

Wireless Services Revenue:
Domestic wireless service revenue
and long-distance revenue which
does not include equipment and

other wireless revenues.

The Works: A package of
optional vertical services offered
at a significant discount. The
package includes Caller [D),

Call Forwarding, Speed Call,
Call Blocker, Priority Call,

Call Waiting, Three-Way Calling,
Call Return, Auto Redial,
Selective and Remote Access

to Call Forwarding and Call

Trace services.
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